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. The US is interésted in the possibiiities for'Japanmiaiwan trade and its
1mplicatlon3 for Japan and Taiwan becanse of (a) the US strategic intercsts in
Talwan, 1ncreased by expanded Goummnlat control of malnland Chlna and (b) the
part Taiwan may play in serving US strategic intereuts 1nvolv1ng economlc re~
habilitation of Japan. This, study attempts to analyze Japan»Taiwan economic
relatlonships rebulting from,Taiﬂan-Japan trade, with emphaSLS on 1mp11catlons
to (a) the political stabllity and an i—Communlst or;enﬁatlon of Taiwan, and
(b the rehabilitation of Japano |
| Abbﬂ!iTlOI\b
1. The Chinese Gcmmunlsts will cantrol prlnclpal economla areas of China,
with poasible exception of the barde” provinces, the northwest, and southweqt,
and of Hong Kong, Macao and Taiwan,

f2. Vestlbes of Nationalist reszstance may exlst in the southwest, north-

S west and Talwan. The ﬂatlonalists may endeavor to use Taiwan as a source of

mllitarv and economic suprort but will be incapable of effective, efficient
.integrat¢on of economies Oi non~Commnist China and Taiwan.
3. A non—Communist Taiwan will continue, _
ko Taiwan's political and economic s+abillty are strates ically advano'
taneous to the U |
5¢ US»will continue to control Japan,
CONCLUSTONS ‘ |

Uo security 1nterestQ dictate orientatlon of ;alwan anu Japan to

ot

count:ies not under communist control or 1nf1uence. Pre«war relatlonships
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) between Taiwan and Japan established soms basis for a complemntary tradeu

Hmver, post-war internal disorder in Taiwan has decreased Taiman's ability
wnder these conditions oi‘ disorder %o benefibmfrmn Japanese trade or to
contribute to Japan's economy@ Contimvation of rapacious maladminist.ra‘bmn
of ‘I‘aiwan would deprive both Ta.iwan and Japan of any pctentisal venefit that
migh’o ‘ne derived from d:.vertmg Taiwan's trade from China to Japane
Reorientation of Taiwen trade with Japan could be reciprocally beneficlal,

. however, if Taiwan could have an eff.‘iciem', administratlon, could receiva

fertiliger imports, and int.ensify its rice production for e:xport, mprove

' sugar production efi‘lciency, and effract soundor mtegration of i’os mternal‘

¢

aconoum
DISCUS.SION

I. Pre-war Jz _gan - Taiwan Economic Relat'lommps

Prior to World War II, Japan integrated the economy of Taman with

its own for two reasons: first, economically, to develop sources of food

and raw materials for consu:ﬁptian in Japan or fdr re=-export, and second,

' ‘militarily, to develop a base for xhilitary operationge

Economically, Japan was primarily interested in Taiwan's sugar and
rice production; With Suparvision by Japemese technicians and eactensive
applicatlon of sci entific techniqueq, including improvement of seed that
pemitted greatly increaspd ylelds, the Japa.nese developed Taiwan's agricultm

“to a point pemlttmg large exportse

for expansion. Industries were estab}_.ishéd to meet Japanés requiramenﬁs in

j

MDlitarily, Taiwan® s\ econony became involved in Jgpanese plans

the program for expansion. The .Japanese Navy desired improved harbors,

b
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‘and ship-repair and ;éeﬁ’olémi facilities, in order to in&ease ‘the scope
" of its operations in :th.e South Seas. Aluminum and fer’oilizer indust‘ri._eé
wefle establiéhed to htiﬁze Netherlands East Indies bauxite andﬁhosphate'.
rocks A complementary chemicals industry also was builte |
Integration of the Japan - Taiwen }econonv was effected to a high
g degres. | Rice and ‘sugér-cane cultivati&a depended almoét ﬁholly on imported
chemical fertilizei;s, h»se were improted from Japana The last steps in
sugar refining were completed in Japan. The paper industry depended on '
| imports i‘rqm Japan of wi,m, cloth,\ felt, 5u1pimr and chemicalse . Gold and
copper ore from thé Kinkashek mines were sent to Japan for refining ’axid
~ electrolyzing, Foorer ores were concentrated locally befors being eipor’c.ed;
b{ﬁ: necass_ary chemicals - such as potass':ﬁm éyanide, zine dust,l scrap
iron i".or vpz‘-'ecvipitating copper from ;nlne water = all came from Japan,
’ Prior to the war, Japan provided asbout 88 percent of Taivan's
imports kand received more than 90 percent of its exports, (some of which
. Wers sent to Japa;z for trénsshipﬁlent t0 other countries), Taiwan's princ:i-
}pal expor'bs oi' rice and sugar provided Japan with nearly 90 percent of its
~ sugar and about 6 percent of its rice requirements. Other_ expor'bs included
fruits, dried sweet potatoes, fresh fish, salt, camphor, essential oils,

“aloohol and molasses. Taiwan's largest imports from Japan were fer‘bili/zera,.

textiles,; metals, petroleum, processed foofs and edible oils,
II. The Taiwan Emnomwith Special Reference to Its Inadequacies

Which Could Be Met. by Reorientaticn of Trade with Japano

Taiwan, whose ea.onomy is based primarily on agrimxlture, is more
than éélf-sui‘ficiqnt in b_as:.c foodstuffs. In addition to rice and sugar,
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9 which account for t,he greater part of the total product’x.on, it can produce
&n axportable surplus of swe==t potatoes, vegetables, fruits, tea, camphor
: and essential 01130 | |

Taiwan alss:: haq a small but varied indastrial planf. Wthh includes
.potrc_'aleum refining, a.lminm, chemicals, cement and paper manufactnmng,
ship fepaif, and suéar processing. ‘It has sizéable timber reserves and
produces sufficient 1cm-grade coal for dor.estic requlrementso it, also
prcduoes some gold, copper and petroleum. |

Taimn's prosperity depends on main taining surplusea in food

production and a large volums of foreign trade to prcv:.de markets for agricu):—

tural products and processed foodstuffs, and import of ferb;lizers, ootton
yarn and cloth, mstals, chemicals and edible oils. After the war, the
greater part of Taiwan's foreign trade was carried out on a rapacious,
discriminatiug basis by agencies of the Cninese Natioralist uovemmento

- Ao 0‘?81‘-811 Economic Situation in Taiwano

Prior to the end of the war, the Taiwan econonw vas in a
Ehaotic '-onditiono Agriculttmal output had declined to pre-~fiorld War I‘
1evels, industry and trade had almost ceased. Inflaf;ion was raging as a
consequence of Japan's large issue of notes to meet its mrus.me expnnses

in’ Taiwan. At the end of the war, administrative direction of the economy |

; ms lacld.ng, with neither the outgoing Japanese nor tha mcommg Oh:mese able

to correct the deterioratlm that had developed t.o mttremes before the

Japanese surrendero Sinca the end of the war, t.he Chinese hava attempted

.'Litt-la 'bawards aconomic recovery. Rehabilitation ha.s been J.gnored and '

| , production has depended largely on the enterpz'ise and competance of local

L
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‘haa been wi‘:.h the malx.lmld to the dlqawant.@gc of Taiwmu

'stration. There is lack Of control over tnc allocation of ag ricultuml rom

transportatipn faciliticb,, |

.Ghlnesa btai‘is ani;.heu u.;e of.’ lOCul resources. The numuer and qualif* ations .

o.t‘ Chinebe who hava q,uminlst@red t"m Taz.«.an ec.onom,,r are far below thosc of the

deported J panese managers a.rv:i engine. T3, / _ .kit.h er*onomic administrative control

divid:.d betn een Nationallot Goverm'ﬁznt agencleq (c,hiei‘ly the nhtional Eesourcea

Cozmissian} a.nd t.he Natlonali ,t 's Taiwan arovincia.l Government , there has been

coni‘usion, conflict and luCk of 3dm..nistrauve directwn. Lxcept f?r permittmb

.aepara‘be currency » the Chine.,e Govermrent has given little aid in solvmg
Taiwan's ncedb for tra.ue and, mrortu. Taiwan, adnﬁ.niotered as a prov::.nce oi‘

China, has bc»n subject to tne. Chinego Gowmment's excl lanf_;e regu,,.atlons, ﬂhiCh

i

, he.b diverted 't.he bcnei‘:.tb to 'Iaman by pre»enp’cmg Lh excha.nfm eamings and

allow:.ng inJ neawer uacuzmoe, al.'!otmnts i‘or um:)rtuo nfuh ‘L‘le Chineoe gov-

emment--eontrolled e.zcchange rate umavorable to Ta.:.uzm in t«,ms of the main-

land currenc“ ;‘orelgn trade hau been ulow to devblop, “o.m oi‘ Talwan 8 t,mde

B.

-1

Uninol:ired and des ult.c:xy ruhabilit-a:bmn cmd maignblcant immrt.: of

. frertilizer s:mce the end of the war have prcvented abrlcultural recov»ryo Re-‘

:covery has been prevented furt.m.r becauue oi‘ abgcnue oi‘ uni ied plarmmg, dnd

compet.ent Lechm.cal «.uectmn, such as was mnued urmer the Jamanes:. o.d.mini«-

\

sources; ; and exgcrimcntnl st.xt.t.oas, seed farms and Lhe a.‘_,ricultura.l assocmtmn |

o

have deteriorat«.d i‘or wa.nt of capab]e tcchn:.cians and ~0vcrmr\em; Sup; Jort A"rin-

cultura.l needa include aug,mntm;, hydro-electric po. .or output (for nitrogenous _

o ‘fertilizer manufacture-—dqncotlc outrut 1s logs "za.n lO percent of consumption

but Cm be perhaps trlplod--and food pmcebsing) and ra.ha.b;litata.on of railwan
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Tha lack Lfca coord¢n&ted farm program is reflected in the aonp

flict and indecision over ‘the crop goals of the 1sland's two chlef products,

sugar and ricc. Despxte the substantlal fertzlzzer rcqulrenents, ﬂugar
production has been favored over rlce production by the gOVurnment monopoiyk
in the guise of the Taiwan Sugar Company and by governmant—dlrected price-

conxrol producing an artiﬂicial relatlon in the prlces of sugar and rlce,

: favoring uugar. This prlce situation is the antitheoes of that generally

prevailing elsewhere in the world. Crbatlon of this artiflclal price re~

lamionship between sugar and rlce was enforced primarily - (a) to incr»ase
A}

. profits that the Gh;nese ¥ationalist government monopoly could obtain from

increases in augar profits, and (b) to decrease ‘popular discontent with the
price of rice. This price policy, comblned with allocatlcn of land and fer-
tilizar favoring sugar, has emphasized sugar above rice production.

‘ Per capita agriculture productlon has been reduced even further '
belcw prewa* 1evels becauve of the population increase from 5} million in
1936 to an estinated 7 mlllion in 1949 (including the influx of "maln-
landera" in 1948—19&9) Thls 1arge reduction in per capita productivity

necessarily affectu both 11ving standards and the size of the island's Sure-
nlusa_ Althau;h it is not possible to estimate current rice ccnuumptlon, all "

indications are that there is 1ittle if any rice available for ex*ort. Due

toa decline in 1iving utandards, the island sugar consur@tlon probably has
ramained stable at ;0,00G tons, leav1ng an export uurplus of 218, OOO tons |

. in 19&8 and 580,000 tons in 19&9, as qgalnsﬁ 850 000 tons ‘in 1936°

The industriaJ plant of Talwan, most of Whlch was Laken over by

e

ks

' '
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v repairing st.urctures and buildings.,

- . . . ) .
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:_the Chf.nese Nationalist Government in 19145 as a governreni monopoly, may

~ be classified as (a) t.ha.t designed to devclop Taiwan's resourcﬁs such as
‘ the fert:l.lizer plant sugar industry, transporb and harbors, a.nd the hydro-

elec’oric pla.nts, (b) that bullt. .’m Ta.iwan to serve Ja,pan s specia.l re-

quirements for almnmum plants ’ petroleum x'efinery, chemical plants Zor

- ﬂ.mninmz and pa.per proce.)sing, and the mininb of non-—ferrous mat.als.

M.though some of the pla.nts built for Japan s special require-—

ments may not be entirely ve.lueless, they ars not an integral pax*b of the ‘

Taiwan economy and can be discarded without a.ffectmg other segments of the
econonw. However, his has not been taken 1n’co account in allocating scarce

resourcea. Investnent expendit.ures have becn greatest where the prospects

for inmediate returns ’c.o the over-all economy are 1east beca;use (a) political |

prestige seems to be attached to sueh techmca]ly advanced but high—cost

: 'eperations as alummwn and pet.roleum refmmg s (b) opera.tlonal autonomy of

each indnstria.l unit witm.n the govemment monOpoly has resx.lt.ed in the

: axt«.nt. of it.s rehabilitat,lon being deternu.ned by the int,erests and competence
. ot its engineers a.ud the :Lngenuity and mfluence of 1ts managers in secur-

ing ‘funds. Smce almos’c. no foreign exchange for .meort.s of c.xpital imrest-

o nsnt has been a.VaJ.lable because of the National Gmrermuent's discrinmatory

axchange rates, development and improvements have been confimd hrgely o

i

Exeapt for harbor fac:xlities, Taman's essentlal mdustrial plant |
ha.s been generally neglected., This is due prizarily to the fact that the '

- Gl:mese a.dm.niatrative polic;Les have not pernitted credits for :unports of
the capitﬂ. goods which are reuuired for upkeep and rehabil:.tatlon., The

v

7
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rail system with present capacity of from one~half to two-thirds of the pre~
war traffic, needs extensive repair trackage and rolling stock. The in-
ade.uate trmsport facilities already are impeding product:.on of delayad
commodity shipnents, _

Similarly, the Taiivax} Power Company has been forced to improvise
to restore and maintain power output. The chief war damage has becn the
destruction of the step-up transformers at the two largest hydro-electric
plants. Undermaintenance of the transmission system and the steam plant
added to' import requirements, Provisional repairs have been made, but an
outstanding engineering job was accomplished only through ca:mibélization;
import requirements have not been reduced. Should the power be'curtailed,
es.ential functions as irr.igation. and operation of sugar mills would be‘
hindered. lioreover, any chance of profitable development of aluminum or
petroleum refining would be thwarted. It may be that, writing off\the
capital costs, sbme parts of this plant can be operated profitably, or that,
for exchange considerations, subsidized operations may be desirable.

Although maintenance of power and railroad facilities has been
accomplished through ingenious cannibalization without imports of repair
and replacement e:;uipment » inefficient production has resulted from the
absence of experiénced technical 'guida.ncé in maintenance and operation,
Replacement parts, or even new machinekry, ‘might be obtained frovaapan now
at lower costs and on shorter delivery dates than from other pa.rt.s of the
world,

II1 Japane onomy w s efere e o s re te ime
5 tential exports and to how Tajwan best meets these needs

8

LoD
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Japan's ecoriomy is predominantly azricultural, but it aléo
posces the only major ihdustrial plant in the Far East. This plé.nt COMe=
prises both heavy and light manufactures. -
Japan's econoryy is not self-—suffiéient. It mu;t import essential
~mocls and raw materials, and as payment therefor must éx’porh In the decade
prior to the war, Japan did not export enough to cover the éost of its im~
- ports, but "it made up the deficit through credits for shipping, services,
and diﬁdends and proﬁ.t.s on foreign investments. As one of the cons;aquences
of war, Japan now must depend even more hcavily on trade for its survival,
There is in general no shortage of capacity in the major industries
of Japan: coal mining, finished steel, machinery and tciti,les (cotton yarn;
rayon)o Therc are large resources of low-grade coal and of water powerov
However, Japan lacks raw materials for its inaustries. All of its require-
ments of raw cotton and raw wool, and most of its needs for pet;'oleum and
salt, and for iron ore and low volatile coking coal for its steel industry
mst be imported., &Bven considerable imports are recuyuired to manufacture
equipment and pafts }-:itl‘x which to maintain existing .t‘gct'oriea efficiently.
Japan aiso facés an chréinéreasih,; gap between food prodﬁctibn
and minimum foods requirements of a rapidly growing population., Even be-
fofe the war, Japan imported as much as 15 percent of its food.
By 1953,' Japan's population is exrected to reach 86.7 millions
as compared to its preseht 81 millior., The aﬁticipated 1953 population is
| an increase of 30.8 percent over the 1930-1934 average, whercas the staple
food px:oduction in ﬂscal year 1953 is expected to be only 16 percent above |

9 ~ c
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the 1930-1934 average. There is little hope that food production will
exceed this estimate because Japan long has practiced intensive cultivation,
and nearly all of the arable land is already under cultivation. Frojections

based on the assumption of a self-sustaining economy by 1953, indicate as

muqh as 30 percent of the total income from exporis will have to be allocated

to the rurchase of food imports.

In view of the nature of the Japanese economy and especially of
the stresses engendered by the war, it is urgent for Japan to develop markets
for its products and sources for its raw matefial, food and other consumer
‘needs. In the imnediste prewsr period, 53 percent of Japan's imports by
value came from the Far kast, Of total imports about 10 percent originated
in Taiwan. The Far Iast was also Japan's best customer. The region, in
general, took 60 percent of tqt'al exports, of which about 63 percent went
to Talwan. |

Because of geozraphical location and historical relationships,
Japan naturally would trade with the Far East as much as possible. Short-
run distortions caused by the war should decrecase, but Japan no longer can
hope to trade in thr: same pattern as before the war., Communist domination
of many of its "natural” markets and sources in Northeast Asia raises doubt
that the same volume and type of trade will be conducted as when that region
was part of the Japanese sphere; ,01-%1‘1% irade ﬁith a /non-Commnist, <:~.on-
trolled eountyy like Taiwan will be eagerly surveired b;r Japan.

An analysis of Japan's geographical trade pattern in the fiscal
yéar 1948 illustrates the distortions caused by the impact of the war and

10
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its after effects., In 1948, 80 percent of Japan's total imports originidted
in the US as compared to only 25 percent in 1936; Eoét of the increase can
be ascribed to Japan's dependence upon the Us for imports necessary to sus—
tain itself on minimum standards. To a much lesser extent, it reflected the
use of US appropriated dollars to purchase US goods, Thus only 10 percent
of total imports were procured with US ap, ropriated dollars in areas out-
side the United States~~sugar from Cuba and liexico, potash from Germany,
rats and oils from Southeast Asia and the Fhilippines énd tanning extracts
from South and Central America.

SCAP projections cbnsider chaﬁging the pattern of Japanese trade
by raising the percentdge of machinery exports in relation to all toxtiles.
Nevertheless, it is noped that textiles will constitute 51 percent of total
exports in 1953 as cpmpared\ﬁo 26 percent for retals and machinery. Cotton
textiles remain és a key export, although their relative imrortance is ex-

» I

pected to decline because of “he growth of competition. Japan has the

capacity and tcehniqgue to devclop marke®s for ciieap cotton [abrics in areas

where native populations are too poor to buy higher priced fabrics. Japan .

nhopes also to export rayon., Silk, ﬁowever, faces a dismal future in vicw of
the growth Qf syntheties,

| Since Japan does not cxpec% t» be able to market as large a per-
centage of textiles as it did in the past, it hopes to balance this loss by
increasing mac:inery shipments. Abous one-third of machinery production is
destined for export, chicfly for the Far East which has indicated consider-

able demand for capital gpods. dJapin plans great expansion in such itcms as

Approved For Release 2001/08/26 : CIA-RDP79-01082A000100030610-6
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- Taiw I io
Im Requirements of Ja ' Taiw up;:
Product _ | wantity
Food : Rice, sugar, swect poLatoes,
fruits, vegetables ],/‘
. Textiles | )
Raw wool None !
Raw cotton Hone ‘
Iron Ore None ‘

Coal (adeyuate reserves but Insignificant amoutit of soft

inadequate production)

e g

R— e Kl

T | e—

coal, no low volatile coking coal
| .

Rubber ' Hone

Fetroleum Hone !
Salt Insignificant amounts
aports Recuirenc Talw Ja, ann S

. : _ | |
Eroduct <uantity

Fertilizer ' None | ‘ '
Textiles - All requircments f

Xachinery ’ All reguirements
Metal lanuf. o All requirements
Foodstulfs, beverage & tobacco Limited quantities

The amount available derends largcly on Taiwan's internal factors.
arrently, little rice is available, JSuar is thc only major product avail-
able, and it is guestionable whether, in the abscnce of other considerations,
Taiwan can neet world jrices, c.i.f. Japan, GSweet potatoes, fruits, and
vegetables are only a minor item in the trade. Un the other hand, there
appears currently, to be inclination on both sides, to exchange cormodities
on a barter basis without rcegard to vorld prices. 3
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A. S e tors to be considered:

1. Japan |

a. Japan nceds every possible market for its
econonic rehabilitation.

b. Japan no longer vould pay the high cost for
the industrial products of Taiwan. (Paper,
aluminum, petroleum).

¢. Japan cannot depend on Taiwan having a rice
surplus.

d. Japan probably can purchase sugar from sources
othcr than Taiwan at a cheaper price, (due to
conditions such as climate irrization and fer-
tilizer inadegracies) but probably will enter
into barter because of (1),
e. Jap;n needs its own fertilizer.
2. Talwan
a., Talwan neceds Japan's mochinery an& railroad
equipment for its railway system and power
ind'llStrya
b, Taiwan needs Japan's consumer goods.

»In the immediate future Japan and Taiwan probably will expand
exchange of goods on a barter basis. Japan probably will tuke Talwan
sugar, coal and salt and such rice as may be available in rcturn for raile
way equipment, machinery, and cotton toxtiles, and other consumer gjoods.

Japan will be willing to enter into such barter because it is

still in the formative stagus of reviving its forecign trade and wishcs to

explore every possible market. As a result of its war cffort, it has ex-

cess industrial capacity which it 1s anxious to use (a) to build u;L credits

Approved For Release 2001/08/26 : CIA-RDP79-01082A000100030010-%
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- for imports, (b) to justify its not being removed for reparations, and {c)

to keep its labor force occupied. Since US appropriations and credits are
subsidizing Japan by enabling it to procure raw materials for Jé.panese ine
dustry without having the usual cost conoidemtlons » Japan can exchange its
industrial products for items which otherm.se it could not obtain on a
- purely competitive basis on comparable torms.
For Taiwan, resumption of trade with Japan is important to the

maintenance of its domestic économy_'. Without imports of Japanese capital
goods, Taiﬁan would have to face the possibility of eventual deterioration
of its railvays and power suprly, with consequent decay of its irrigation
and industrial systems., In order to procure its requisite imports, Taiuan
will be willing to subsidize its sugar industry, if necessary. aujgar pro=
vides Taiwan's only cui-rently important export surplus.

| The mutua® desire of both countrics to sgize every opportu.rxity to
rehabilitate their reéspective cconomies should produce .a trade rap‘proche-
ment on a limited, govefnment.al basis, Although trade with Taiwan will be
an insignificant portion of Japan's total trade, Japan is too poor to overe
Yook any possible source. Sugar imports that may be éxpec,ted {rom Taiwan
will rcpresent two-thirds of Japan's sugar requirements, not an Jm‘port.a.nt
factor in Japan's over-all requirements, but still im;*-ortamt. in £illing a

_ epecific need, So too, exports to pay for the sug:r will be a small per-

centaze of Japan's projected exporis but add some impetus to Japan's re-
habilitation. For Taiwan, in the short-run trade with Japan will enable it
to procure some of tho capital goods so vitally needed for its reconstruc-

tion and rehabilitation,

15
s.aé’mrr
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~ in power in Taiwan with the political and economic instability tuis has
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B. Long«term factors to be considered:

1. Japan . *
a., By 1953, it is hoped that Japan will be self- ‘
supportingo :

b, If the objectives of the US-dirccted "austerity"
progran in Japan are fulfilled, Japan should
attain a sound economy, based on non-subsidized
trade and rore efficient integration of industry,
with labor absorbed on a more economical basis
than traditionally,

c. Japan will be conducting its trade with much
more attention to world prices as US subsidies
are withdrawn. ’

2. T “’l‘

a, If Japanese cd;zital £oods have been prociuced
during the short-term ;eriod, Taiwan'®s railuays
and power uill be in a sounder condition,

b, Taiwan probably\wili have iuproved its agricule-
tural yields, espccially if Japanese fertilizer ‘
becomes available. |

¢. Japanese tcchniclans may be permitted to go to
Talvan,

On the assumption that the pres'ent Chinesc¢ administration continues
proven to ehtail: In the longerun it can be expected that Japan will not
regard trade with Talwan with the same éagemess as at present; Taivan, on
tho other hand, probably will contimue to be amious to trade with Japa.n,

Japan's trade with Taiwan may well bé of minor impori nce ‘to
Japan's over=all economy, because (a) Taiwan, in.viev of the mmeconc;nﬂc

policies of the Chinese Nationalists would be considered as a possible
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source only of sugar and insignificant amounts of coal and salty {and =
doubtful scurce of rice}, and (b) altiwush Taiwan méy be a customer for
Japan's capital goods, it will not hoave the means to pay for them,

On the basis of present cornditions, it is doubbful that Taiuan
will have much rice to export. The Taiwanese arc consuming more rice
than they did in prewar days, population has incroased considerably, and
beecause of internal security consideations more rice is being made availe
able by the authoritics to the urban population. Incrcased cxports of rice
can be esxpected only if the Taiwanese reélize that their sconony depends
on imports of capital goods and that to pay for these they muist make more
rice available for export by shifting their diet to less desirable itoms,
If the Taiwanese refuse to do this, Taiwan can be expected Lo have signi~
ficance to Japan's economy only throuch sugar exports. Before the uar,
Taiwan supplicd about 90 percent of Japan's suzar and it might be sble
to play an inortant part in £illing Japaé's post-war needs in that repgard.

However, Japan may not take Taiwan sugar., Taiwan no longer has
the advantage of beinz a member of the Japaneée Zmpire; it has to meet
world competition. On a 1933«1937 average price, Taivan sugar Vas more eXe
pensive to Japan than other souvces, rrincipally the lletheriands East
Indies. It would secm that in ithe sbsence of possible politie .l conuidersg-
tions (e.z. Japan seeking Lo rustors volitical imiluence in Taiwan), and
assuming "mormal" trade, Japan would prefer the cheaper Hil sugar to that
of Taiwan,

Unless Talwan is willing to take drastic steps to make rice and

37
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cheaper sugar available for oxport, Taiwen cannot be considered a real

[T mene p—— ——

market for Japanese goods. This will be so even though trade with Japan
will continue to be of considerable ingportance to the Talual econcuy;

Tagiw will s£ill nced Japancse fertilizer (which may be available in &
A

— ST —

few years), textiles, repiacement parts and maintensnee machinery, rolling
stock and miscellaneous consumer itens. Ewen thon, however, Talvwan must be
able to pay, elther in cash or through the baerter of vital commodities which

Japan could not get c¢lsewhere, Taiwan has no such commodities, Hence, to
O »

get its necds from Jap.in, it must seuk to cxpand rice production and in
proportion $o its success with rice production, endeavor to produce sugar at
a conpetitive price,

VI

[

riented Tajwan tr. de on US security interests,

W—— T w—— T

Lifects of s Jans

Because of ibs industrial potential; unique in the Far Last, plus
its lar-e rcsources of trained military and industrial manpo.er, Jaxm is
the key to development of a selfw-suf.icient war-maiing compicx in the Far
iast., Control of Japan's industrial machine would be of special value

to the Us5R, because the ULSR needs the products of J apants industry and

i
E
|
|
|
|

because the Comrmnists control rmeh of Hor.hesst Asia (I.Eanc:‘rmria, Horth

China, northern Korea) whose natural resources Japanese indusiry can
utilize morc efticiently. lHince, it is to long=-range US sccurity intcrest
that Jdapan seck to exploit maximum brade with those countrics which are
non-Commnist controlled, “n ordsr to (a) minimize Japan's dopendoncs upon

sources of suprly which risht be shut off =zt the discoetion of the USSR,

W A T " -y

(b) or whieh derondence might be capinyed by the USSR and the Cormunists

R o
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of nor:heast Asia as a means of bringing upon Japan politlcal pressure
contrary to> the interests of the US, {¢) minimize economic penetration of
Japan b the USJR and (d) utilize all available markets [for Japanese pro-
dgcts as a contribution to Japan's sell-suprort.

Under present political sud economic conditions in Taiwan Japan
would have difficulty in using Taiwan either as a source of foodstuffs or
as a paying customer. If the US attempted to aid the laiwan ecouony by
paying for Japancoe cxporis of machinery and for fertilizer, the likelihood
is that the present Chinese 'rulcrs would divert such aid '?éo their Q*::a;} 30 o
poscs and that the Taiwanese would get litile end-use of the aid, Ii’ ; on
the other hand, a sound regime uere in control in Taiwan, US aid could effect
marked results within a relatively short term. Once Taiwan agriculture
vere put on an improved basis, sind exports, especially of ricu became avail-
able, it is probablc that a mutually advantageous complemontary trade with
Japan ¢an be re-established.

Althoush such trade would not be a large item in Japan's Lotal
trade, its cflects on US sccurity interests would be favoruble. L vould it
least furnish Japan with a source of ricc which it desperately necds. It
viould also be a market for Japan's textiles and nachinery which while of
not larze magnitude would comtribute te Japan's export trade and .ence to
Japan's econonic stability. In acdition, Japan, by furthering its trade
with a pro-US Taiwan, will dejrive the JCP of prdpaganda miterial for Com-
mundst claims that Japan can atbaln trade only with the Comuunist areas of
Horthcast Asia. The result would be the minirdzing of that source of JGb

effect on Japanese politieal stability.
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In vieu of i‘aiwan'sl location in the western P‘aci;i:u, the
stratogic implications of Chinese Comunist (and USSR) control of Taiwan
and of Taiwan's nolitical and cconondc stability as a deterrent to Com~
munist infiltration are import mt to US security. If currcnt political
and econordc instability in Tadwan s permitted to persist, conditions are
favorable to Communist infiltration in the Island and probably ultimate Coue
munist .control. The establishment of a non=Corzmnist regine in Talwan
which would be primarily devoted to the interests of the Taiuanese sihould
result in ereating an atmosphere ore i‘avox_'a‘dlc to U3 security than pre-
sently exists in Taivan., ouch a regise would find that a major step in
restoring political and cconomic stability to Taiwan is the re-orientation
of its trade to'Japan. Introcuction of éound, national control together
with US aid should lecad to rapid inprovement in the Taiwan economic situ-
ation, fesult mg in the availability of cxporis of ajricultrual products,
#ith those bartcred for Japanese industrial products, Talvan trade would be
put on a sounder basis. The rcsultant econoule stability would further
Ta.iwé,n political sta.‘t?ility by creating popular sﬁp;:;ort. of the non-cormunist

recime then in pover.
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